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Republican reforms to maintain quality and
restrain costs merit support

President’s Note

Kids bring joy, sure.

They can also bring bankruptcy — especially given the cost
of childcare nowadays.

It’s a problem tens of millions of Americans know all too
well. Two-fifths of all families in this country include chil-
dren under the age of 18. There is at least one parent with a
job in 91% of those families, according to the Bureau of La-
bor Statistics. In 65% of families with married parents, both
work. And work.

As Dr. Angela Rachidi points out in the following paper, me-
dian childcare costs in Wisconsin range from $7,500 to
$15,000 annually per child for full-time care. Add another
one or two kids and it’s not unlikely half of at least one

parent’s income goes to childcare.

The solution is not to throw more government money — and
regulations — at the problem, which is why we were so dis-
appointed in Gov. Tony Evers’ approach during budget delib-
erations. Luckily, legislators have now followed up with a
proposed series of bills focused on three things: offering no-
interest loans to cover childcare provider renovation costs,
creating a pre-tax reimbursement program to help cover
childcare costs, and changing staff-to-child ratio requirements
and other licensing rules to lower operating costs.

For reasons laid out below by Dr. Rachidi, these are all good
bills that deserve support, and we intend to advocate for them
in Madison in the weeks ahead.

Please, if you have a moment between shifts, read her take on
things. If you’re a parent or a childcare provider, we think

you’ll agree.

— Mike Nichols, Badger Institute president
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Overregulated Childcare

Wisconsin’s 2023-’25 Biennial Budget
and the Path Ahead

By Angela Rachidi

Executive Summary

‘ N [ isconsin’s legislative budget session ended in July
2023 with an increase in childcare funding in the

2023-°25 biennial budget. However, the final budget did not
include $340 million requested by Gov. Tony Evers to con-
tinue a pandemic-era program offering direct operating assis-
tance to Wisconsin childcare providers. Instead, Republican
lawmakers added $42 million in childcare funding to the
budget — including a $15 million revolving loan program to
help childcare providers operate and $27 million to increase
the income eligibility and phase-out rate for recipients of
childcare subsidies in Wisconsin.! Subsequently, Republican
lawmakers have introduced several bills outside of the budget
process aimed at providing additional childcare assistance to
families and providers, while also reducing regulations to

lower childcare costs.’

On the surface, the childcare funding fight was about cost.
During the budget session, the governor wanted a larger ap-
propriation for childcare funding than the Republican-
controlled Joint Finance Committee was willing to support.
However, as the recently proposed Republican-sponsored
bills show, the underlying issues at stake involve the proper
role for government and policies that can both lower costs for
families and properly regulate childcare in the state. Had
Democratic policymakers gotten their way, the state would
have taken a much larger financial stake in the day-to-day
operations of childcare services in Wisconsin while maintain-
ing a regulatory framework that drives up costs for families
without much evidence of effectiveness. Alternatively, Re-

publicans added funds to the budget to help families afford
care, while later offering a series of bills aimed at lowering
costs for families.

The Legislature appears ready to confront one of the primary
factors driving up childcare costs in Wisconsin: overregula-
tion. Failing to confront this reality would miss an opportuni-
ty to improve the affordability and accessibility of childcare
without adding to the budget. Eliminating unnecessary or
unverifiable regulations can reduce compliance costs for
childcare providers without sacrificing quality — savings that
they can pass on to families. Fewer regulations will increase
competition among childcare providers, return authority to
parents and ultimately make childcare more affordable for
Wisconsin families.

Some level of government regulation in the childcare market
is necessary to ensure that children are in healthy and safe
environments. However, research shows that childcare quali-
ty regulations — such as staff education requirements or staff
-to-child ratios — fail to improve child outcomes and likely
drive up costs. There is no magic formula for determining the
proper staff-to-child ratio in a childcare setting, and research
suggests that tougher regulations fail to improve quality and
likely drive up costs.’ National organizations, such as the Na-
tional Association for the Education of Young Children, offer
best practices for staff-to-child ratios. However, accreditation
organizations often ignore the implications of standards on
cost and quality, leading to ratios that are more stringent than
necessary. Other quality requirements used by Wisconsin
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officials — such as the quality of staff and child interactions offer a useful step toward reducing the regulatory burden on

— are unverifiable, and there is no direct evidence that they childcare providers in a way that could fundamentally lower

improve child outcomes. childcare costs for Wisconsin families. They also offer op-

Wisconsin’s childcare regulatory framework is considerable. tions for childcare flexible spending accounts to help fami-

It involves regulations around licensing and staff-to-child lies cover existing costs. These legislative efforts are in

ratios, as well as quality through a program called YoungStar stark contrast to Gov. Tony Evers’ proposal during the

that dictates day-to-day operations. YoungStar’s evaluation budget session, under which taxpayers would have directly

criteria for childcare providers run 45 pages long, and an subsidized childcare operations in the state while maintain-

evaluator visits each provider who wants a sufficient rating. ing the same costly regulatory framework.

YoungStar evaluators must observe a variety of things during The Legislature can go even further, however. It should re-

quire the Department of Children and Families (DCF) to
conduct a rigorous assessment of its YoungStar quality im-

their visits that contribute to their overall ratings, including
the number of books, fine motor materials and art materials.

While easily observable, government micromanagement at provement system and the broader regulatory environment

this level undoubtedly constrains the number and type of for childcare. Wisconsin must answer fundamental ques-

childcare providers in Wisconsin, which restricts supply and tions about the extent to which YoungStar evaluation crite-

drives up costs. Other YoungStar requirements are less clear- ria are reliable measures of quality in practice and whether

ly verifiable and similarly increase costs, such as “staff and they lead to better child outcomes. We must assess the

children demonstrate enjoyment with being together.” This strength of the relationship between YoungStar require-

report takes an initial look at the YoungStar criteria for onsite ments and childcare costs. The Legislature also could au-

assessments, revealing the compliance burden placed on pro- thorize a pilot project to include a few counties that reduce

viders, and shows how government regulations likely drive the YoungStar evaluation criteria substantially for their

up costs. It also describes the literature that offers weak evi- childcare providers to only a few key observable and verifi-

dence for tough licensing requirements and restrictive staff- able items, allowing a comparison of costs and child out-

to-child ratios. comes to similar counties that maintain the existing

The recently introduced bills in the Wisconsin Legislature YoungStar system.

Childcare Spending: The 2023-’25 Biennial Budget
and the Legislature’s Bills

hild Care Counts was a pandemic-era program that tended beyond July 2022 and expires at the end of federal

supported childcare operations in Wisconsin. The fiscal year 2023. Childcare providers submitted applications

Joint Finance Committee authorized the first round
of Child Care Counts payments, funded through federal
COVID-19 relief money, as a stabilization fund for child-
care providers during the pandemic “to help them stay open,
retain and recruit staff, and provide high quality care to chil-
dren.” It provided $181 million to childcare providers
throughout the state from November 2021 to July 2022
through two programs — Program A sought to increase ac-
cess to childcare, while Program B focused on workforce
recruitment and retention.’ A second round of funding ex-

for funding, and funds supported a variety of purposes, with
the most common being operating expenses, materials, pay-
rolls, training and financial assistance to families.’

Arguably, government funding was necessary to help child-
care providers remain operational during the pandemic when
childcare demand decreased due to employment changes
(such as unemployment and remote work), fears over COVID
and other pandemic-related disruptions. In short, Child Care
Counts used federal COVID relief money to help childcare
providers cover expenses so that they could continue operat-
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ing when demand declined for their services. In theory, poli-
cymakers had an interest in propping up the childcare sector
because that sector was essential once the pandemic subsided
and employment patterns and childcare demand returned to
normal.

Less clear is the rationale for continuing Child Care Counts
beyond the end of the pandemic. As a permanent program, it
would use general purpose revenue to support operating ex-
penses for private childcare businesses. Traditionally, Wis-
consin (like other states) has subsidized the cost of childcare
for some families through the federal/state childcare subsidy
program, but it rarely directly subsidizes the day-to-day oper-
ations of private childcare providers.®

Subsidizing the cost of childcare for low-income families
allows private childcare providers to charge a market rate,
ideally passing on all of their costs to paying families, with
the government filling the gap between the market rate and
the cost that low-income families can pay. Child Care Counts
would have directly subsidized childcare operations while
also continuing to subsidize families through the existing
subsidy program, Wisconsin Shares. Not only would this
have duplicated assistance, but directly subsidizing childcare
operations over the long term would introduce additional
market inefficiencies, resulting in reduced competition and
higher costs for families (or the government) over time.

In the 2023-°25 biennial executive budget, Evers proposed
making permanent Child Care Counts by including $341 mil-
lion in direct payments to providers ($303 million in general
purpose revenue and $38 million in federal revenues).’ The
Joint Finance Committee, controlled by Republicans, did not
support funding for Child Care Counts, instead adding direct
childcare funds to increase the income eligibility for child-
care subsidies and to phase out subsidies more slowly as a
way to reduce effective marginal tax rates. In the end, the
budget included $27 million in direct childcare assistance and
$15 million in a revolving loan fund for providers, aimed at

helping more families to afford childcare.

In September 2023, state legislators followed the budget ses-
sion with a proposed series of bills focused on three things:
offering no-interest loans to cover childcare provider renova-
tion costs, creating a pre-tax childcare reimbursement pro-
gram to help cover childcare costs, and changing staff-to-
child ratio requirements and other licensing rules to lower
operating costs. The childcare reimbursement program fol-

lows a similar model as the existing federal child and depend-
ent care flexible spending accounts, where parents are able to
put pre-tax dollars in a spending account to cover their child-
care expenses. The Legislature proposed to allow parents up
to $10,000 in qualifying childcare expenses each year.

Four other bills from the Legislature involve easing the re-
quirements for small childcare providers to operate, while
also increasing the staff-to-child ratios for children in group
settings. The Legislature’s bills proposed marginal changes,
decreasing to 16 the eligible age to qualify as an assistant
teacher (from age 18), for example, and adding up to two
children to the staff-to-child ratios. They also would make it
easier for childcare providers serving only a small number of
children to meet state regulations. Table 1 provides a sum-
mary of the Legislature’s childcare bills and the Department
of Administration’s fiscal estimate. Notably, the Department
of Administration does not estimate the potential for cost sav-
ings associated with reducing regulations, such as increasing
staff-to-child ratios.

A review of the literature on the impact of childcare regula-
tions on child outcomes and costs supports these reforms. A
2022 review by Arizona State University researcher Chris
Herbst offered an assessment of the effectiveness of staff-to-
child ratios on child outcomes, concluding the evidence was
weak that tougher group size requirements lead to higher
quality childcare. A 2015 from Mercatus Center researchers
concluded the same, noting that tougher regulations had lim-
ited impacts on quality but large impacts on cost.'® This re-
search suggests that easing group size requirements can lower
costs, which providers can pass onto childcare workers or
families, without sacrificing quality.

Problems with Wisconsin’s Childcare Market

The focus on childcare this budget session reflects a growing
concern that the cost of childcare is pricing parents out of the
market. For some families, childcare can absorb a substantial
share of a household’s budget. Median childcare costs in
Wisconsin range from $7,500 to $15,000 annually per child
for full-time care, depending on the age of the child, geogra-
phy and other factors, such as type of care.'' Median house-
hold income for Wisconsin families with children under age
18 was approximately $85,000 in 2021 and $41,635 for fe-
male-headed families.'* Based on these figures alone, rough
estimates suggest that some families would have to pay 20%
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Table 1
Summary of the Legislature’s childcare bills

Description

Fiscal
estimate

AB388 / SB421 Creates a revolving, interest-free loan program administered by the Indeterminate
Wisconsin Economic Development Corporation for licensed childcare
providers who want to renovate their facilities. 60% of loans must go to
in-home providers.

AB389 / SB422 Creates a new category, “large family childcare centers,” that can care Indeterminate but

for larger numbers of children as long as there is sufficient oversight. minimal
AB391 / SB423 Increases the number of children who can be in a group childcare center None
and the ratio of the number of kids to the number of childcare workers.
Allows the center to adjust its ratio to match the ratio in the local
school district.
AB390 /SB424 Lowers the minimum age for assistant childcare teachers from 17 to 16  None
and minimum age at which an assistant childcare teacher may provide
solo supervision from 18 and 16.
AB387 /SB426 Allows parents to create tax-advantaged accounts they can use to pay Estimated tax revenue
certain childcare expenses that enable them to work. reduction of $8 million
AB392 /SB425 Increases to six the number of unrelated children under 7 whom a child- Indeterminate but

care provider may care for.

Source: Legislative Reference Bureau, Department of Administration

minimal

or more of their family budget for childcare and that for oth-

ers, paid childcare would be simply out of reach.

The conventional view is that the childcare market through-
out much of the country is broken because increases in fami-
lies’ pay have not kept pace with rising childcare costs. When
childcare providers cannot pass on all of their costs to fami-
lies due to an inability to pay, providers have to lower their
costs or families must seek government assistance to fill the
gap. Some economists blame market failures for preventing
the childcare business model from functioning effectively,
including liquidity constraints (that is, families cannot borrow
against future earnings) and imperfect information (parents
do not have information about quality, or they underestimate
longer-term benefits)."> However, these assessments often

miss the government’s role in driving up costs in the first

place, making it a challenge for childcare businesses to oper-
ate.

For example, a 2015 study by Diana W. Thomas and Devon
Gorry for the Mercatus Center found that state regulations
designed to increase the quality of childcare had no measura-
ble effect on quality while substantially increasing the costs
of care." Government regulations driving up childcare costs
can cause significant financial strain on families in Wiscon-
sin, particularly those with low incomes. Moreover, these
regulations falsely give parents the impression that higher
costs are worthwhile, that “highly rated” childcare providers
provide a long-term benefit for their children. Additionally,
government regulations likely drive lower-cost providers
from the market altogether, reducing competition and further
limiting the availability of affordable childcare. This is espe-
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cially concerning given the evidence that government regula-
tions do not measurably improve childcare quality."’

In reality, in Wisconsin as in other states, the childcare mar-
ket is not a conventional market at all. While childcare ser-
vices function primarily through families paying childcare
providers privately for care, supply is heavily regulated, with
government officials micromanaging almost every aspect of
childcare operations through licensing and quality ratings.
The DCF administrative code outlines the ratio of childcare
workers to children, varying the maximum number of chil-
dren per staff member by the type of provider and age of chil-
dren in their care. For example, under current administrative
rules, there must be one worker per four children age birth to
two years, while there can be one worker per 13 children age
4 to 5." Generally, childcare professionals consider lower
staff-to-child ratios higher quality, but there is no magic for-
mula to determine the ideal staff-to-child ratio. Within rea-
son, childcare providers and parents are in a better position to
determine appropriate ratios than government officials are,
especially because staff-to-child ratios loosely connect to
quality and dramatically affect costs.

Another example of government regulations affecting care
costs comes from Wisconsin’s quality rating system,
YoungStar. While participation among childcare providers in
YoungStar is voluntary, providers must participate in order to
serve families that receive government-subsidized childcare.
YoungStar offers providers a rating from 1 to 5, but childcare
providers must receive a rating of at least 2 to continue oper-
ating in good standing. The DCF traditionally has also adjust-
ed reimbursement payments as part of the childcare subsidy
program based on quality ratings — higher-rated providers
receive larger reimbursement payments.'’

The evaluation criteria run 45 pages long for both family and
group childcare providers. An evaluator visits each provider
who agrees to such a visit, which the DCF requires for pro-
viders to achieve a rating of 3 or more. A look at the
YoungStar evaluation criteria for onsite assessments reveals
the burden placed on providers to comply with these regula-
tions and shows how they might drive up costs.

For example, the first element included in the YoungStar
evaluation criteria involves staff education — the higher the
level of education among childcare staff, the higher the rat-
ing. Although the evaluation document justifies requiring
higher levels of education among staff because “research in-

dicates that providers with higher levels of education are
linked to improved outcomes for children,” in reality, the evi-
dence linking education credentials to better child outcomes
is weak.'® Instead, education level among staff often simply
correlates to other characteristics that lead to better child out-
comes, such as having engaged and attentive caretakers. In
fact, research shows that staff-level education requirements
do not lead to better quality childcare, but it does raise

costs. 19

Another element included in the YoungStar evaluation crite-
ria requires providers to demonstrate “developmentally ap-
propriate environments.” Evaluators must observe a variety
of things during their visits that contribute to their overall
ratings, with some elements easy to observe, such as:

“One book for each child present at any given time”

“Six different examples of fine motor materials”
e “Six different examples of art materials”

However, other evaluation criteria are entirely subjective,
including a requirement that “All staff/staff and staft/child
interactions must be positive or at least neutral” and “Staff
and children demonstrate enjoyment in being with each oth-
er,” making it unclear how evaluators observe and rate these
elements in real time. Other criteria are similarly subjective.
The problem with such a long list of rating criteria is that it
likely creates a burden on childcare providers to achieve
compliance, with little relation to care quality or better child

outcomes.

This level of government micromanagement constrains the
number and type of childcare providers, restricting supply
and driving up costs.”” When providers cannot pass these
higher costs on to families, policymakers across the political
spectrum blame “the childcare market” rather than the gov-
ernment regulations that are driving up costs by restricting
competition and increasing compliance costs. Policymakers
often respond by increasing childcare subsidies to meet these
higher costs rather than questioning the logic of the regula-
tions in the first place.

Granted, some level of government regulation in the child-
care market is necessary to ensure that children are in a

healthy and safe environment. However, in recent decades,
government officials have overregulated childcare quality,
with little connection to improved child outcomes.?' Ques-
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tions remain over how much this tightly regulated system
contributes to higher childcare costs compared to an alterna-
tive with less onerous requirements, primarily because it is
difficult to study specific regulations in isolation and in a
controlled environment. However, the 2015 Thomas and Gor-
ry study found that a few easily measured regulations —
maximum child-to-staff ratios, group size limits and training
requirements — significantly increased the cost of childcare
across states without improving quality.

Solutions to Childcare Market Problems

Problems with Wisconsin’s overregulated childcare market
should inform future debates over childcare funding. In the
state’s 2023-"25 biennial budget, Evers wanted to make per-
manent Child Care Counts as a way to cover providers’ in-
creasing costs, ignoring the role that his own administration
plays in driving up those costs through questionable quality
regulations. The Joint Finance Committee blocked the gover-
nor’s efforts, and legislators offered a series of bills in Sep-
tember 2023 to address the overregulation problem. The Leg-
islature seeks to make it easier for childcare providers to op-
erate and adjusts marginally the staff-to-child ratios for group
childcare providers, which will lower costs for providers,
savings that they can pass on to childcare workers in the form
of higher wages or to families in the form of lower childcare
costs.

As a further step, the Legislature should require the DCF to
conduct a rigorous assessment of its YoungStar system and
the broader regulatory environment for childcare. In the as-
sessment, the DCF should answer fundamental questions
about the extent to which YoungStar evaluation criteria are
reliable measures of quality in practice and whether they lead
to better child outcomes.

Wisconsin should assess the strength of the relationship be-
tween YoungStar requirements and childcare costs. The Leg-
islature also could authorize a pilot project to include a few
counties that reduce the YoungStar evaluation criteria sub-
stantially for their childcare providers to only a few key ob-
servable items, allowing a comparison of costs and child out-
comes to similar counties that maintain the existing
YoungStar system.

Conclusion

Childcare is essential for many working families in Wiscon-
sin. Not only do working parents need a safe place for their
children, but children can benefit developmentally from ap-
propriate and engaging activities early in life. However, gov-
ernment policies that overregulate childcare can drive up
costs and reduce access unnecessarily. To increase access and
affordability, policymakers must improve the childcare regu-
latory environment.

Wisconsin’s 2023-°25 biennial budget season failed to ad-
dress the problem of childcare overregulation in the state.
However, the state Legislature has proposed a series of bills
aimed at reforming childcare regulations and lowering costs.
In the coming months, state lawmakers will debate these re-
forms and, Evers will have an opportunity to weigh in on the
problem of childcare overregulation in Wisconsin. Ideally,
these policy debates will lead to reforms that increase child-
care affordability and access for Wisconsin families.
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